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MORTGAGE BANKING IN GERMANY. 
I. 

The present mortgage establishments of Germany fall into 
two classes, the mutual credit associations, or associations of 
borrowers, and the mortgage banks, or associations of lenders, 
chiefly of borrowed capital. The latter are to-day making 
more loans than the former, which paved the way for them ; 
but, as the credit associations have outstanding bonds of over 
2,000,000,000 marks at 3| per cent., and have been operating 
successfully for over a hundred years, their methods, which 
have been imitated throughout the continent of Europe, are 
worth studying, and the story of their origin also is an inter- 
esting one. 

The first step towards an organized system of mortgage 
banking anywhere was taken immediately after the Seven 
Years' War. Unfortunately for the province of Silesia, the 
great victories of Frederick II. had almost all been won there. 
Buildings had been burned, cattle driven away, implements de- 
stroyed, and losses of all kinds suffered. Moreover, the prices 
of grain, which had been high during the war, now fell. Every- 
body needed money, and property was unsalable. The current 
rate of interest was 6 per cent., but even on the safest mort- 
gage loans it was 10 per cent.; and the additional commission, 
which had been ^ per cent., rose to from 2 to 3 per cent. 

In this state of things a merchant of Berlin named Biiring, 
in 1767, laid before Frederick a plan for a credit association, 
of which the text is as follows : — 

A PLAN* 

for providing abundance of money and credit for the country and for the 
safest manner in wliicli to begin assisting the impoverished nobility. 

The true capital of this country consists in cash and real estate. 
The latter is more than ten times in excess of the former; and, if only 
a small part of it could be made current, it would be abundantly suffi- 
cient to secure credit and welfare for the entire country. 

* This translation is made from tlie document as publislied in Der Deutsche 
Oekonomist of June 3, 1894. 
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To arrive at this, it would be necessary to establisli a general Land- 
scliaftscasse, which would place a certain valuation on all the estates of 
the nobility when voluntarily demanded, record it, and lend them one- 
half or two-thirds thereof on mortgage, so that they might thus pay off 
their annoying creditors. 

These payments should be made in the following manner : — 

First. — Provincial mortgage coupons, or debentures, are to be made out, 
payable to bearer, of from five hundred to one thousand thalers at 4 per 
cent., which the above-mentioned Hypothekencasse shall guarantee by 
its signature, both as to principal and interest, on the strength of the 
estates mortgaged to it. With these coupons, or debentures, the Casse 
shall pay half or two-thirds the value of the estate, as may be deter- 
mined. 

Second. — But the debtor, being the owner of the estate, shall pay from 
4i to 5 per cent, interest semi-annually to the Casse; the Casse, on the 
contrary, only once a year the interest of 4 per cent, to the holders of the 
bonds. With these bonds the debtor can pay his creditors, and this shall 
be done under the supervision of the Casse; and thus the old debts of the 
estate shall be settled. 

Third. — The | per cent, or 1 per cent, will thus remain at the disposal 
of the Cas,ie for the payment of expenses and salaries ; and the gross sum 
remaining on hand after providing for these, and also the income from 
funds on hand as a result of the semi-annual interest payments, shall 
form a separate fund to provide for accidents, such as death of live stock, 
hail-storms, tire, droughts, and war. For in such cases the nobility 
whom these things would strike would be unable to take care of their in- 
terest i^ayments ; and, moreover, the estates would be damaged. To be 
safe, in such case the estate shoxild at once be revalued, and the damage 
made good from this fund, the damage being, as a matter of course, es- 
timated according to the ratio between the amount loaned and the entire 
valuation of the estate. In other respects the estimate of damages shall 
be made according to the Cammerprincipien. 

Since now your lloyal Majesty is so gracious as to advance a capital for 
the support of this work, the interest of this could also be devoted to 
that puipose. If any one should fail to pay his interest promptly, his 
estate should at once be offered for sale. I am in favor of no receiver- 
ship; for on that rests an eternal curse. 

Fourth. — Care must be taken with reference to the estates of crown 
tenants that the consent only of the three nearest Lehnvetter shall be 
required, or, still better, that a Lehnstamm shall be provided. 

Fifth. — Also that no default takes place, and that the principal and 
interest of these bonds always remain unaltered. 

Sixth. — Since for this great and important work no cash is required 
further than a beginning at the first purchase, it would be well that your 
Majesty should graciously set aside a fund for this. Otherwise, the 
Banco which gets money enough at 3 per cent, might undertake the 
realization of these bonds to bearer, and draw the 4 per cent, interest on 



MORTGAGE BANKING IN GERMANY 49 

them. And the Banco should furthermore be obliged to sell these bonds 
at par and accrued interest so long as it had any on hand. Otherwise, the 
Banco would draw all the interest, and the country would be ruined. * 

Seventh. — All these papers can be issued to bearer; and the sale of the 
bonds, and also the safety of the bank-notes, would be insured. For 
there is no reason whatever to suppose that the realization of very large 
sums in cash will be desired, and in a short time these papers will be in 
demand at a premium. It is therefore also entirely unnecessary that the 
name of the debtor or of the estate shall appear on the bond. 

This important work could be set on foot at once without many con- 
ferences and references, because it will be voluntary for every one to 
avail himself of this help or not, and no guarantee of the province will 
be required. The guarantee of the general Hypothekencasse is in itself 
a sufficient guarantee, and through the mortgaged estates and by prompt 
legal remedies this would be able to make good its guarantee. 

Eighth. — To send any such bonds out of the country should be pro- 
hibited under severe penalty, and no stranger should be permitted 
to purchase them either directly or through others residing here, and 
thus draw the interest out of the country; and in any such case the 
entire capital should be forfeited, half to the informer, and the other 
half to the general Hypothekencasse. 

It may be that the stranger consumes his interest here in this country, 
and in this way no interest would go out of the country, and the matter 
would regulate itself; and this is far more advantageous than if capital 
were obtained at the very lowest rate of interest abroad, in which event, 
in the course of time, the entire amount borrowed would go out of the 
country in the form of interest, and afterwards this country would still 
remain bound to pay the entire amount borrowed out of the country. 
In Holland, for instance, the provincial bonds draw only 2\ per cent, in- 
terest, and are not payable on demand, as these papers would be. How 
much more value, then, these papers would possess, which draw 4 per 
cent, interest, and can be exchanged for cash any day, when demanded ! 
Would not the Hollanders, without our noticing it, fish away all our 
papers from us, and ruin us through ourselves ? 

Ninth. — If all these papers should become current in trade as cash, 
and even the accrued interest be figured up to the date and hour, it 
would be necessary, in order not to damage the post-office, that i per 
cent, postage should be paid in transmitting these papers. Otherwise, 
the post-office would sustain too great a loss in its business of transfer- 
ring money. 

In case it ever should be desired gradually to get these papers out of 
existence in a solid manner, which according to the science of politics 
is an absolute necessity, then a provision at that time should be made, 
forbidding all capitalists from charging more than 4 per cent, on first 
mortgage. 

* He thus clearly understands that hanks of issue should not Invest in mort- 
gages. 
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As soon as through this plan an abundance of currency has been 
produced through these papers, then it is quite natural that the rate of 
interest will fall. The land-owners will thus have the opportunity to ob- 
tain funds at 4 per cent, interest and less. They need not, under this 
plan, wait for any demand by the general Hi/ pothekencasse. They can 
take bonds, not cash, hand them to the general Hypothekencasme, and 
their mortgages will at once be satisfied. In this manner the papers will 
leave the world, in consequence of the fact that the general //?/y)oi/(eS'eK- 
casse charges i per cent, or 1 per cent, more than capitalists. It is a 
safe and invariable rule that, when a cause is to succeed and be for the 
benefit of the entire state, it must be arranged so as to provide both for 
plenty and for terminating the Smatter. Otherwise, the cash will lose its 
value (and, as the proverb says, when the end has come, the purse is 
worth as much as the money). 

It is the greatest financial art, which must necessarily lie observed in 
the state, to see that money, real property, and goods are kept at a 
fair and proportionate value with reference to each other. Otherwise, 
the best arrangement will fall to pieces, and one thing after another will 
be ruined. 

It is no trick at all by this plan to cause a rise of over .50 per cent, in 
the value of property. But this is as unfortunate for the country as the 
dilapidation of the property itself. 

This objection could still be made,— How is this plan to help those 
land-owners who already owe three-fourths or over ? From the fore- 
going it clearly appears : — 

(a) That even they would profit by it, since, as the supply of money 
would be increased, they would not be pressed so much by their creditors. 
(/)) And, even if it should come to a sale of their properties, these 
would still be sold at from 20 to -50 per cent, more, since every buyer 
would know where he could obtain at once half or two-thirds of the 
valuation. 

At present, on the other hand, properties are often sold at less than 
the inventory price, so that hardly one-half of the mortgage creditors 
are paid; and, while under this plan there might perhaps be no excess, 
still this ruinous loss at least could never take place. 

To prepare a plan to help him who is in debt over and over again is 
not possible, except by making him a present in currency. 

As their estates are situated, the greater part of the nobility may b(>, 
regarded as ruined. There is partly insufficient live stock, causing a lack 
of manure, and in consequence also gradually poorer crops. How, then, 
are they to pay their interest ? Their estates are every day deteriorating 
and decreasing in value. And, if you go back to their serfs, who in case 
of failure of crops or death of cattle are to seek help from their land- 
lords who now are unable to help themselves, whence, in the last 
instance, are the dues which they must render the king to come ? 
Through the deteriorated fields a loss will fall not only on the land- 
owner and his subject, but on the king and the entire country. 
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It would be desirable that your Majesty should also immediately allow 
this plan to be set on foot for the land occupied by the buildings in the 
principal cities of the country, which could be very easily arranged. In 
this manner many hundred lawsuits would cease, and an astonishingly 
large number of people could bo saved from misfortune and entire loss 
of what they possess. 

This work may become one of the most important for the welfare of 
the entire country, when it is arranged properly and with due care; and 
it will result in giving the entire state an Inner strength whicli will sur- 
pass the greatest expectations. 

Biiring's plan was at first rejected, but later approved and 
adopted in a somewhat altered form, so that on July 9, 1770, 
the statutes of the oldest German credit association. Die 
schlesische Landschaft, were promulgated. This was an 
association formed by all the noble land-owners of the prov- 
ince, who became by this act jointly liable for the payment of 
principal and interest of bonds which were to be issiied to 
any one member, not to exceed in amount one-half the value 
of his estate, and further specifically secured by mortgage 
thereon. The interest and principal were made payable by 
the association, tlie association even agreeing to pay the 
principal on demand, while the individual borrower was only 
bound to pay the interest. This was hazardous, but proved 
successful for the time being ; and the legal anomaly involved 
in this idea does not seem to have been pointed out until 
much later.* The bonds bore 5 per cent, interest, the bor- 
rower paying 5|- per cent., the :|- per cent, being intended to 
cover expenses. It was provided that the bonds covdd be 
issued to the borrower, who was then to sell them himself; 
but, as a matter of fact, loans were usually made in cash, the 
king having lent the association 200,000 thalers at 2 per cent, 
as a capital with which to begin. In the course of a year 
these bonds passed current as money, and they were soon 
quoted at a premium. In 1782 16,800,000 thalers had been 
loaned ; and in his memoirs Frederick II. admits that this 
association saved 400 of the best families of the province of 
Silesia from ruin. 

This earliest association was compulsory, included only the 

* Form of bond given by J. B, Jossean, Traiti sur le Cridit Fonder (Paris, 
1860), p. 315. 
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nobility, and had no provision foi- redeeming its bonds 
by sinking fund. Otlier associations were soon afterwards 
founded, as follows : Kur and Neumark, 1777 ; Pommern, 
1780; Hamburg, 1782; Westpreussen, 1787; Ostpreussen, 
1788; Liineburg, 1791; Schleswig-Holstein, 1811; Mecklen- 
burg, 1818 and 1840; Posen, 1822; Wiirtemberg, 1825; 
Calenberg, Grubenhagen, and Hildesheim, 1825; Bremen and 
Verden, 1826. Of these, that of Ostpreussen loaned up to two- 
thirds, and that of Hamburg up to three-fourths, of the value 
of the property. Some of them, such as the one of Liineburg, 
were voluntary and open to all land-owners. And, while the 
association for Kur and Neumark was also made voluntary, 
only borrowers being responsible, other later ones were 
founded, participation in which was again made compulsory, — 
partly, as Chancellor Cramer says, to extend the credit of the 
bonds, and partly also to interest such owners as did not bor- 
row in seeing that no excessive loans were made.* 

At first cattle and implements were included in the valua- 
tion ; but this was soon abandoned, both because it was seen 
during the Napoleonic wars that cattle was not proper security 
for bonds, and because it was found that land-owners, when ob- 
taining their loans, would sometimes borrow cattle from one 
another, in order to make a good showing. Other changes 
were gradually made ; and one of the essential features of Ger- 
man mortgage banking, the redemption of the loan through 
small annual amortization or sinking-fund instalments, was also 
introduced, the first associations to adopt it being those of 
Mecklenburg and Posen. f That the establishment of such 
associations tended to reduce the rate of interest on mortgage 
loans goes without saying. The association of "Wtirtemberg 
began in 1826 by issuing 4J per cent, bonds, and as early as 
1830 was able to reduce the rate to 4 per cent., and in 1834 to 
S^ per cent.; and the other associations did likewise. In 1859 
the eight Prussian associations had bonds outstanding to the 
amount altogether of 346,564,779 marks.t 

• In tlie management of this, the bondholders also were represented by one 
director (§ 103), A. F. Bergsoe, Udkast til en Kreditforening (Copenhagen, 1839), 
p . 129. 

t Bergsoe, Ibid., p. 93. 

tPoschinger Bankwesen, cited by Der deutsche Oekotiomist, 1893, p. 605, 
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The conditions under which different credit associations are 
operating vary somewhat,* but the Posener Landschaft and 
the Berliner Pfandbrief Institut can be taken as instances. 
The former was founded in 1822, and somewhat altered in 
1857, and is a mutual association of which any owner of land 
having an assessed value of at least 4,000 marks could, from 
1857 on, become a member by joining within ten years. It 
makes loans to members at the rate of 5 per cent., but instead 
of cash hands out 4 per cent, bonds. The gross income of the 
association is thus 1 per cent., of which one-half pays the ex- 
penses, and the rest is added to the surplus. This surplus 
must be brought up to be 10 per cent, of the total amount of 
bonds. It is formed by funds obtained as follows: (1) the 
|- per cent, above referred to, which shall be so applied until 
the surplus reaches 5 per cent, of the bonds ; (2) the interest 
on its own funds; (3) what may eventually remain of the 
other one-half per annum after all expenses have been paid ; 
(4) all other profits which the association may make under its 
statutes. This surplus is invested in government bonds or 
bonds of the association itself. As soon as the surplus reaches 
5 per cent., the J per cent, first named goes to the sinking 
fund ; and the surplus is then increased only from the other 
sources until it reaches 10 per cent, of the amount of the 
bonds, when all net profits shall be added to the sinking fund. 
The surplus covers all deliquencies ; and, when it has reached 
the amount of 10 per cent., members can withdraw at anytime 
by paying up in full, and thus be released from their mutual 
responsibility. 

The management of the association is in the hands of offi- 
cials appointed by the government ; and it is further supervised 
by the minister of agriculture and his representative, the gov- 
ernment commissioner. In 1886 the statutes were changed so 
that instead of one association, consisting of the borrowers for 
every ten years, each year's borrowers should form a separate 
association, the surplus being, however, common for all. And, 
finally, in 1885 the Posener Landschaft was authorized to 
issue 3J per cent, bonds and make loans at 4^ per cent., so 
that there are now two kinds of yearly associations forming 
* See Saling, Berliner Borsenjahrbuch. 
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every year. In 1891 the Posener Landschaft had outstanding 
bonds at 4 per cent., 104,179,210 marks, and at 3| per cent., 
170,688,200 marks, making a total of 274,867,410 marks, the 
bonds being listed on the principal German exchanges. 

Some associations, such as the Landschaft of the province 
of Schleswig-Holstein, are managed by a board of directors 
elected by the members ; and in some cases, such as the Land- 
schaft of the Kingdom of Saxony, members can withdraw at 
any time, remaining in that case responsible for the period of 
one year after their withdrawal. In other cases, such as the 
Danziger Hypothekenverein, members can withdraw by pay- 
ing up at any time, after having paid in 5 per cent, to the sur- 
plus, or after a surplus of 5 per cent, has been accumulated by 
the association. 

The Berliner Pfandbrief Institut makes loans by handing to 
the borrower bonds of the same amount which he can sell. 
These are listed on the exchanges, and have a well-known 
market value. The borrower must, in addition to the annual 
interest, pay during the first eight years IJ per cent, per an- 
num, and after that ^ per cent., which goes to the sinking fund, 
and another ^ per cent, per annum, of which half is for the ex- 
penses of the association, the other half being added to the 
surplus fund. The borrower can pay up at any time after 
having given six months' notice, the payment being made not 
in cash, but in bonds, which he must buy in the open market. 
This society has, besides the working capital, two funds : the 
surplus fund, which must be brought up to 10 per cent, of the 
amount of tlie outstanding bonds ; and the sinking fund. The 
latter is formed by t.-xking : (a) the instalments of respectively 
^ and ^ per cent, contributed by the borrowers ; (J) the pay- 
ments made in bonds by borrowers desiring to reduce their 
indebtedness or pay up in full ; (c) the annual profits ; (d) the 
interest derived from the bonds in which this fund itself is in- 
vested. At the end of every half-year there is drawn by lot, 
for redemption at par, a certain amount of bonds which are 
paid for from the sinking fund, the balance of this fund re- 
maining invested in bonds of the association itself. 

All these associations are mutual societies, of which each 
borrower becomes a member. The annual instalments to the 
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sinking fund vary from J per cent, to H per cent., the time 
in which the loan is redeemed being about fifty years or less. 
Where associations are strictly mutual, the length of time 
required to redeem the bonds, and thus release the borrowers 
of the corresponding series, depends of course on the success 
of the association. 

In gome cases, such as the Credit Association of Schleswig- 
Holstein, which was founded in 1882 (the one founded in 1811 
having been suspended and wound uj)), not only is the prop- 
erty jointly liable, but also tlie members personally, to a lim- 
ited extent. In other cases, such as the Danziger Hypo- 
thekenverein, there is no mutual responsibility, each property 
being separately pledged for the corresponding bonds. This 
association had in 1890 a surplus fund of 518,113 marks. One 
association in Saxony, having mutual responsibility, requires 
that each member shall pay 100 marks for a share, on which 
dividends are then paid. This society had in 1890 12,219 
members, and has for the last ten years paid dividends averag- 
ing over 6 per cent. On the whole, mutual responsibility is 
the rule. 

Some of these associations make loans by handing out l)onds 
in exchange for the mortgages. Some issue bonds payable on 
demand and at any time when notice is given by the associa- 
tion. Other issues can only be redeemed at the rate of a cer- 
tain fraction of 1 per cent, per annum. Some associations 
make only city loans, as the Berliner Pfandbrief Institut; 
others were founded particularlj^ for the benefit of the owners 
of landed estates ; and some issue also bonds based on loans to 
states, provinces, and municipalities. Most of the associations 
are limited by their statutes to certain cities or districts, out- 
side of which they can make no loans. 

The amounts loaned by these mutual associations are gener- 
ally only from one-third to one-half of the actual value of the 
property, and less than two-thirds of the assessed valuation. 
They are vinder government supervision, the estimate of the 
value of property being made usually by well-known resident 
land-owners, members of the association elected for the pur- 
pose, who as members have a personal interest in seeing that 
no excessive valuation is permitted. 
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The Berliner Pfandbrief Institut can make loans only on 
buildings that have been in use for three years, and which are 
insured in the Stadtische Feuersocietat. The amount loaned 
by this association must not exceed the actual cost of the 
building itself; and the valuation is further based on the aver- 
age net income for the last three or five years. Usually, the 
amount that may be loaned by the credit associations is lim- 
ited, so as to be within a certain proportion of the assessed 
valuation of the j^roperty. The loans of the Credit Associa- 
tion of Saxony must thus be less in amount than twenty times 
the Gntndsteuerreinertraff, or publicly assessed net income. 
Such, in brief, are the provisions under which the German 
credit associations are operating.* 

Among them should be mentioned particularly the Central 
Landschaft fur die preussischen Staaten, which was founded 
in 1873. This makes no direct loans, but only assists the 
other Landschafts, or associations, to obtain funds. Its bonds 
are based on loans made by eight of these other associations. 
There is paid every year to the Central Landschaft an 
amortization instalment of at least J per cent., and any 
borrower can pay up and withdraw whenever the amortiza- 
tion account of his loan has been credited with 10 per cent, of 
the amount originally loaned. The Central Landschaft had 
in 1890 274,430,900 marks in circulation, chiefly at 3 and 3^ 
per cent. 

The German credit associations thus differ from the 
American building and loan asociations in being composed 
solely of borrowers. They form, together with the mortgage 
banks, a useful connecting link between the borrowing and 
lending classes of the community, which is lacking in the 

* In addition to autliorities cited elsewhere in tliis article, the following may be 
referred to: M. Royer, Des Institutions de Cridit Fonder en Allemagne et en 
Belgique (Paris, 1846) ; BUIow-Cumerow, Preussens landwirthschaftltche CrecHt- 
wreine (Berlin, 1843) ; O. HUbner, Z)te Banken (Leipzig, 1854); W. Christians, lAe 
hypothekarischen BeleihungsgrundsHtze, etc. (Berlin, 1892); K. Zeulman, Die land- 
schaftllchen Kreditanstalten (Eriangen, 1866). The writer has not yet been able to 
consult the book of Dr. F. Hecht, Die Organisation dts Bodenkredits in Deutsch- 
land. Reference may also be made to Roscher's National'dkonomik des Ackerbaus 
(7th ed.), pp. 408-450; Schonberg's Handbuch (2d ed,), vol. i. pp. 438,458, ii pp. 
128, 134 ; Dictlonnaire d'Economie Politique (Paris, 1891), article " Credit Foncier" ; 
Conrad's Handw'drterbuch (Jena, 1890), article " Landschaften," by Hecht. 
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United States, * so that a class of investoi's that would in 
America be afraid of investing their savings in mortgages on 
other than local property can do so in Germany, where the 
bonds of these associations and banks are equal to the best 
government bonds. 

From the lender's point of view the business done by credit 
associations has been eminently satisfactory. Stay laws, it is 
true, were adopted in Prussia and Mecklenburg during and 
after the Napoleonic wars, and between 1810 and 1830 losses of 
several million marks appear to have been sustained by the as- 
sociations of East and West Prussia ; t but, owing to the mu- 
tual liability of so many estates, no loss to the bondholders can 
ever be imagined. With the exception of years that for Ger- 
many can be said to correspond to those of the Revolutionary 
and Confederate wars in America, the bonds have stood well. 
The lowest bond quotations are given by Roscher for 1812, 
the period when the ports of the Baltic were kept closed by 
Napoleon and when stay laws became necessary ; t and the 
next lowest were in 1848, when all Germany was in a tur- 
moil, and the Prussian government bonds fell lower still. § 

A complete record, as far as obtained, for instance, of the 
bonds of the Schlesien Association and the Berliner Pfandbrief 
Institut, shows that, with the exception of these two periods 
of 1812 and 1848, the quotations have varied only a few points 
from year to year.|| 

There are altogether eighteen mutual credit associations in 
Germany proper, with bonds outstanding as shown by the 
following table : — 

*See my article on " Jlortgage Banking in America," Journal of Political 
Economy, March, 1894. 

t Lette, Das landscha/tliche KredU und Hypothekenwesen (Berlin, 1868), p. 19. 

J; Schlesien, 58 per cent.; Brandenburg, 64J4 per cent.; Pommern, 69Ji per 
cent.; Westpreussen, 345^ per cent.; Ostpreussen, 3Z\i per cent. Roscher, Sys- 
tem der Volkswirthschaft (7th ed.), vol. lii. p. 430. 

§Posen, 68 per cent.; and the others ranging from 73}^ to 84 iier cent. 
Roscher, Ibid. Josseau, Palgrave's Dictionary of Political Economy (article 
"Banks," by Ingram), and others give higher quotations than the above for the 
credit associations, and 69 per cent, for Prussian government bonds, 63 per cent, 
for the shares of the Bank of Pmssia, railroad securities being still lower. 

II See "Bond Quotations of the Schlesische Landschaft," p. 58; also "Bond 
Quotations of the Berliner Pfandbrief Institut," p. 59. 
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BONDS OF GEEMAN CREDIT ASSOCIATIONS OUTSTANDING DECEMBER 

31, 1892, AS REPORTED BY " DER DEUTSCHE OEKONOMIST," 

NOVEMBER 25, 1893. 



Central Landschaft fur die 
preussischen Staaten 

Kur und neumaikische 
Ritterscliatt 

Ostpreussische Landschaf t 

Pommersche Landschaft . 

Pommersche Landkredit 
Verband 

Posener Landschaft . . . 

Landschaft der Provinz 
Sachsen 

Schlesische Landschaft . 

Konigliche Ki'editlnstitut 
fur Schlesien 

Schleswig - Holsteinsche 
Landschaft 

Landschaft der Provinz 
Westfalen 

Westpreussische L a n d- 
schaft 

Ritterschaf tl. Kreditverein 
im KGnigreich Sachsen . 

Landschaftliclie Kreditve- 
rein im Konigreich Sach- 
sen 

■Wtirtemberg Kreditverein 
Berliner Pfandbriefamt . 
Danziger Hypothekenve- 

rein 

National Hypotheken-Kre- 
dit-Gesellschaft .... 



3% 



3'A% 



48,041.960 
224,550 
374,100 



263,900 



48,904,500 



246,541,600 

37,229,400 
285,187,975 
224,307,075 

379,600 
169,968,100 



373,550,525 

2,584,400 
11,220,000 
129,195,735 



4% 



804,450 

628,800 

1,255,425 

73,528,500 

3,271,425 
9,875,128 

766,950 

5,520,300 

22,660,000 



4%% 



Not stated. 



1,480,164,410 



155,400 



20,335,800 



120,915,600 
57,951,000 

82,934,950 
35,472,917 
47,405,400 

15,145,800 

37,774,000 

417,935,467 



Grand total 2,065,470,752 marks. 



1808 
1809 
1810 
1811 
1812 
1813 
1814 
1815 
1816 
1817 
1818 
1819 
1820 
1821 
1822 
1823 
1824 
1825 
1826 
1827 



High. 


Loiv. 




s^ 


81 


1828 


88i 


58J- 


1829 


87* 


72J, 


1830 


an 


79i 


1831 


80 


624 


1832 


70i 


58 


1833 


81i 


60 


1834 


m 


75 


1836 


99 


81i 


1836 


104,1, 


99 


1837 


105i 


103 


1838 


io«i 


105 


18:)9 


107 


1051 


1840 


106i 


103 


1841 


104i 


102i 


1842 


103* 


99} 


1843 


102 


99* 
100^ 


1844 


103| 


1845 


105i 


102i 


1846 


104^ 


103i 


1847 



F THE SCHLES1.SCHE LANDSC 


High. 


Low. 




. . . 106 


103} 


1848 






107i 


1051 


1H49 






107 


lOOi 


1850 






1061 


lOOi 


1851 






106i 


104i 


1852 






106i 


105 


18,53 






106V 


105 


18.54 






1071 


lOS'' 


18,')6 






107 


102- 


1856 






107 


105) 


1857 






107 


102j 


1858 






1031 


101 ■ 


1869 






101; 


1860 






102| 


100 


1861 






1031 


101 


1862 






102i 


1001 


1863 






101 


981 


1864 






. 100 


96i 


1866 






. 98i 


95i 


1866 






98 


96} 


1867 



Hioh. 


Lou: 


HBt 


83 


95 


89| 


95i 


94| 


95 


95 


n8f 


96i 


99} 


96i 
90f 


97i 


94 


9H 


»U 


84 


88 


83* 


87 


84J 


86 


74} 


89 


85-1 


92 


88 


95i 


92i 


\>H 


89i 


m 


90§ 


93 


87} 


898 


71i 


88} 


V9i 



See A. Meintzen, Der Boden und die landwirthschaftliche VerhMtnisse dee 
preussischen Staats (official report, Berlin, 1868), p. 135. The quotations after 1839 
are for SJ per cent bonds. 
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A priori, one might think that, if they were practicable, as- 
sociations of lenders (bondholders) would be preferable to both 
credit associations and banks. And the credit associations are 
sometimes criticised for the secrecy with which such mutual 
associations are apt to surround their affairs ; * but, neverthe- 
less, their record is one of success. 

At the Agrarpolitische Conference held in May and June, 
1894, at Berlin,! at the instigation of the Prussian government, 
it was urged that these associations had tended to encourage 
the noble land-owners, of the eastern provinces especially, to 
mortgage their estates too highly ; and it was proposed that a 
limit should be fixed by law beyond which no one should be 
permitted to encumber his property. There were 2/5^ per 
cent, of the interest payments due and unpaid to the Ostpreus- 
sische Landschaft on July 15, 1893. The number of fore- 
closures in Prussia has risen from 5,481 in 1891 to 6,610 in 
1892 and 6,423 in 1893. But it cannot be shown that the 
increase in the mortgage indebtedness of Prussia, which for 
the last seven years amounts to 1,093 million marks on 
lands and 4,759 million marks J on lots, is out of proportion 
to the natural increase in the value of property. And the 
agricultural depression from which the eastern provinces are 
suiSering is merely the natural result of the reciprocity treaties, 
which, in a measure, have counteracted the effect of the high 
protective tariff that caused an artificial rise in the value of 
these lands some years ago. The credit associations and mort- 
gage banks have, on the contrary, now, as after the Seven 
Years' War, only been of benefit to the land-owners, reducing 



Bond Qdotatioxs of the Berliner Pfandbribf Institut. 
(At the End of each Year, for 5% Bonds.) 



1871 102J 1878 105/, 

1872 104 1879 107 

1873 104} 1880 ...... 107 

1874 1041 1881 in8i 

1875 105 1882 ]08i 

1876 105*5 1883 108i 

1877 105 1884 lOOJ 

From Sallng's Berliner Borsenjahrbuch, 1891. 



112i1, 

llSi", 
U5j% 
119ft 
118i% 
116^ 



*Der Deutsche Oekonomist, 1894, pp. 347 and 361, 362. 

t Proceedings, in Frankfurter Zeltung, May 28 to June 3, inclusive. 

X Zeitschrift des konigHchen preussischen statistischen Bureaus, 1894, Heft 1. 
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the rate of interest on good loans to between 4 per cent, and 
4^ per cent. 

It is now over a century and a quarter since Bilring handed 
to King Frederick his proposal " for making a p.irt of the real 
estate of the country current " ; and, while all attempts to base 
money on land have failed, this proposal, which resulted in 
the establishment of associations for the issue of long-term 
listed bonds based on land, is the origin of all modei-n methods 
of organized mortgage banking as it is now carried on on the 
Continent of Europe. 

Whether the German credit associations could be advan- 
tageously imitated in America may perhaps be doubted. The 
German mortgage banks probably present a better pattern. 
It is true that the unlimited mutual responsibility has had no 
bad results in Germany, even in the associations of large cities, 
■where the members can neither all know one another nor all 
the properties pledged ; but in a new country this feature 
might not be desirable. With only a limited mutual responsi- 
bility, however, it would seem as if borrowers in districts now 
suffering for want of mortgage credit * could form associations 
to good advantage ; .and, if a large number of property owners 
were to associate themselves, each one mortgaging his land, 
for instance, for 20 per cent, more than the amount of cash 
he was to receive, the operation would be likely to be a suc- 
cessful one. 

* See " Mortgage Banking in America," Journal of Political Economy, March, 
1894. 

I will specify no localities, but only say that there are places where no organ- 
ized mortgage banking has ever been done where the interest is from 8 per cent, 
to 10 per cent, and over, and other places where, a few years ago, small mortgage 
companies were loaning money, but have now suspended operations for want of 
capital, where it is to-day extremely difficult to borrow money even on the best off 
real estate security. 
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II. 

What the credit associations did for North Germany was 
done for South Germany by the mortgage banks. These are 
the outcome of a gradual development during the first half of 
this century. The credit associations had shown that safe 
bonds could be based on land ; but it was not until after the 
final abolition of feudalism and the rise of German commerce 
and German cities, due to the Zollverein, that the mortgage 
banks came to be of consequence. The liberation of the serfs 
began with the abolition of personal services as distinguished 
from such labor on the manor as was incidental to the rented 
land itself. This personal liberation took place at different in- 
tervals, commencing with the edicts of 1806, 1810, and 1811 
in Prussia ; and the entire dissolution of the relation between 
the landlords and tenants of Prussia followed under the edicts 
of 1816 and 1821. Here the peasants were simply enabled to 
purchase the land, paying in cash or in instalments, or to divide 
it with the landlord,* no funds being provided by the state 
for this purpose until 1850. But in South Germany govern- 
ment banks, or Tilgungskassen^ were at once founded to pro- 
vide funds for the redemption of the land from feudal dues 
and tithes. This took place in Sachsen and Kurhesse in 1832 ; 
Baden, 1833; Paderborn, 1834; Hesse, 1835; in Hanover in 
1841; and in Bavaria and in Wtirtemberg in 1848. The banks 
then founded issued bonds drawing from 4 to 4^ per cent, 
interest, and from sixteen to twenty times the annual rent was 
given in bonds to the landlords, the peasants paying from 5 
to 5 J,- per cent, to the banks to cover expenses ;t and, usually, 
the government banks founded for this purpose have come 
later into a general mortgage loan business. 

The Renten banks of Prussia founded, one in each province, 
also for the purpose of redeeming the land, are not, however, 

♦The lands of the smaller tenant were, however, in Prussia simply confis- 
cated by the landlords. 

t Jager, Die Xgrarfrage der Gegenwart (Berlin, 1882), vol. ii. pp. 36 et seq.; 
Miaskowski, Die Organisation des landliehen KrediU (Berlin, 1889) (in Agrarpo- 
litische Zeit und Streitfragen);G. V. Knapp, article " Bauernbefreiung," and Con- 
rad, article " Rentenbanken," in Handworterbuch der Staat»wissenseha/ten , 
Buchenberger, Agrarwesen, pp. 115 and 150 et seq. ; Josseau, p. 365. 
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doing a general mortgage loan business. They issued two 
kinds of 4 per cent, bonds for twenty times the annual dues, 
which are redeemed by drawings at the rate of respectively 1 
per cent, or ^ per cent, in forty-one or fifty-six years. Out 
of a total of 484,777, 560 marks there were still 331,166,855 
outstanding in 1892. These bonds are guaranteed by the 
government, and the interest is collected from the former 
tenants as other taxes.* And it seems as if these Renten 
banks may become of further importance, as they are now fur- 
nishing money for the colonization business of the Prussian 
government in the Polish provinces under laws of 1890 and 
1892. They lend to colonists on behalf of the government, in 
long term annuity loans, over two-thirds the value of the land 
and new improvements, and had in the course of the first 
months of this activity issued over one-half million marks of 
bonds to make loans on 572 new farms.f 

Aside from the Prussian Renten banks, there are, including 
the Tilgungskassen already mentioned, fourteen official gov- 
ernment mortgage banks in different principalities of Germany 
proper. They had, according to Hecht, in 1889 loans out- 
standing for the aggregate amount of 433,879,540 marks and 
418,881,483 marks of bonds, redeemable partly on demand, 
partly by drawings. Besides these there are in Germany sev- 
eral government concerns making loans for improvements, 
drainage, irrigation, and the like, one of which in Saxony has 
outstanding 8,813 loans, amounting to 15,345,939 marks. And 
the Prussian minister of agriculture has similarly loaned a few 
million marks for the purpose of such improvements. 

But of greater interest and importance than the govern- 
ment concerns are the private mortgage banks, whose methods 
I shall presently describe. The eai-liest of these, the small 
Ritterschaftliche Privat Bank of Stettin of 1824 and the large 
Bayerische Hypotheken und Wechselbank of 1835, did not 
issue bonds, but obtained the right to issue notes on condition 
of loaning a specified amount on mortgage. $ In 1847 was 

• Conrad, article " Rentenbanken," in Handworterbuch der Staatswissen- 

schaften; Meintzen, vol. iii. pp. 119-122. 

t Sering, in Conrad's Handworterbuch, article " Rentengiiter." 

jThe latter, 12,000,000 thalers at 4 per cent. Felix Hecht, article "Hypotlie- 

kenaktienbanken " in Courskd' a Handworterbuch. For the former see R. Zeul- 

mann, as above, p. 112. 
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founded, however, the Anhalt-Dessauische Landesbank ; and 
subsequently, in 1855, after the formation of the French Credit 
Foncier of 1852, the Bayerische Hypotheken und Wechsel- 
bank began issuing bonds. In 1859 was founded a mortgage 
insurance company, in 1862 were founded three banks, in 
1863 one, in 1864 one, in 1866 one, in 1867 two, in 1868 one, 
in 1870 one, the Preussische Central Bodenkredit Bank, and in 
the years following the payment of the French indemnity a 
number of others. There are now over thirty such banks in 
successful operation, and the table * on page 64 shows some of 
the principal items of twenty-eight of these at the end of 
1893. 

To a person not familiar with the mortgage loan business a 
brief definition of the business of these banks would be to say 
that they buy from borrowers real estate annuities for a speci- 
fied number of years, and sell to capitalists bonds redeemable 
by drawings. Loans for a term of years are also sometimes 
made, as in the United States, on which no amortization instal- 
ments are paid. Annuity loans are the rule, however, the an- 
nual sinking fund contributions of the borrowers ranging from 
^ of 1 per cent, upward, and the time in which the loan is 
thus repaid varying from forty-two to fifty-seven years. The 
bonds are withdrawn at the same rate, a certain amount of 
bonds being selected by lot for redemption every year. The 
Prussian banks must not make this annual annuity instalment 
less than | per cent. 

Some banks issue bonds that can be paid at any time, 
on giving notice of six months or less, the effect of which is 
that these bonds can never rise far above par. By far the 
greater amount of bonds are, however, unkilndbar, and cannot 
be withdrawn except as originally provided. If the loans se- 
curing such bonds are repaid, the proceeds are reinvested in 
similar mortgages, which are substituted. Some banks have 
the right to redeem their bonds at any time, at a certain rate, 
varying from 105 per cent, to 125 per cent. ; and in some 
cases all the bonds are redeemable at a premium when drawn 
for redemption, such bonds ranging as a matter of course, usu- 

* Compiled for the Frankfurter HandeUblatt. See Frankfurter Zeitung, July 
16, 1894. Sums expressed in marks, millions and tenths of millions. (See follow- 
ing page.) 
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ally above par. The bonds are always listed on the exchanges, 
which is probably the secret of their popularity as invest- 
ments.* Curiously enough, one small bank has issued, thus 
far successfully, bonds payable at the holder's option on six 
months' notice, which are based on loans, payment of which 
cannot be " demanded " by the bank ; t but this is an excep- 
tional case, and, as a rule, the loans and bonds correspond to 
one another. Usually, the drawings of bonds for redemption, 
begin at once ; but recently several issues have been floated, 
with the stipulation that no drawings shall take place before 
the year 1900. As is the case everywhere, borrowers in Ger- 
many are apt to renew their loans, and frequently arrange that 
as soon as the amortization account of the loan shall amount 
to 10 per cent, they shall have the money paid out again as an 
additional loan, or else they arrange to have the annuity rate 
reduced. 

The amount of bonds that each company can issue is limited 
so as not to exceed from five to twenty times the capital. 

*BOND QUOTATIONS, JULY 2, 1894. FRANKFORT EXCHANGE. 



Bayerische Vereinsbank 

Vereiiisbank, Nurnberg 

Bayerische Hypotliekenbank 

Braunsf'hweiji-Hannoversche Hypothekenbank .... 

Deutsche Grundkretlitbank of Gotha 

Deutsche Grundkreditbauk of Gotha (Series III. & IV.) . . 

Deutsche Grundschuldbank (Berlin) 

Aktien-Gesellschaft fur Bodeukredit in Elsass-Lothringen 

Frankfurter Hypothekenbank 

Frankfurter Hypotliekenkreditverein 

Frankfurter Hypothekenkreditverein, redeemable at 105% 

Hypothekenbank in Hamburg 

Hypothekenbank in Hamburg, Series 141-160 

Mecklenburgische Hypotheken uud Wechselbank , . . 

Meininger Hypothekenbank 

Nassauische Hypothekenbank 

Pfalzische Hypothekenbank 

Pommersche Hypotheken Aktienbank 

Preussische Bodenkredlt Aktienbank 

Preussische Central Bodenkredit Gesellschaft 

Preussische Hypotheken Aktienbank 

Preussiche Hypotheken-Vei-sicherungs-Aktiengesellschaft 

Rheinische Hypothekenbank 

SUddeutsche Bodenkreditbank 

Wiirtemberglsche Hypothekenbank 

Wilrtemberglsche Vereinsbank 



4% 



102.30 
102.30 
103.40 
102.60 
103.50 

103.40 

104.00a 

102.00 

104.00 

101.00 

103.60 

101.70 

103,60a 

100.60 

103.10 

103.70 

103.90b 

103.70a 

103.70 

104.00 

102.90 

103.40 

102.80 



s%% 



98.00 
98.00 
98.70 

96.80 
100.00 

97.40 
100.00 

98.00 

98.00 

96.30 



97.60 
98.00 
97.60 
97.60 
98.60 
98.20 



a Unkilndbar before 1900 or some later year. 



b No drawings before 1900. 



t See Deutscher Oekonomist, 1894, p. 394. 
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The tendency has been to widen this limit to twenty times 
the capital, the Rheinische Hypothekenbank being even 
allowed to issue up to 150,000,000 marks, although its paid in 
capital is less than 7,000,000 marks. The bonds are issued for 
small sums, varying from 75 or usually 200 marks each, and 
upward, so that the funds of any capitalist, no matter how 
small, can be thus invested. Usually, the amount of the loan 
is paid in cash to the borrower. Some banks, such as the 
Prussian Central Bodenkredit Company, can also make loans 
in bonds, in which case the borrower obtains only the actual 
market value of the bonds, less commission. The Mecklen- 
burgische Hypotheken und Wechselbank makes loans only in 
bonds, which must then also be repaid in bonds. 

In their valuation of property all the Prussian mortgage 
banks, except two, are subject to provisions limiting the 
amount that may be loaned,* the limit, for instance, being 
60 per cent, of the valuation of buildings in Berlin. The fol- 
lowing are a few of the rules of the Prussian Hypotheken 
Aktienbank : valuations shall be based on the average in- 
come from similar property ; unimproved portions of a lot 
must not be included in the valuation ; fixtures in the nature 
of luxuries shall only be valued at the price of the correspond- 
ing necessaries; hotels, restaurants, concert halls, school- 
houses, and buildings reduced by wear are excluded; lands 
must be valued by a man of experience, who shall not be a 
resident of the immediate locality ; the reason for desiring the 
loan must be stated, also whether the borrower is an experi- 
enced farmer; buildings must be insured against fire, live 
stock against disease, and crops against hail-storms. 

The Deutsche Hypothekenbank of Meiningen can loan on 
land up to three-fifths of " the selling value of the property 
under unfavorable circumstances." The Preussische Central 
Bodenkredit Gesellschaft makes first mortgage loans on prop- 
erty yielding a permanent and sure income, mines and quar- 
ries being excluded. On landed estates the limit is two-thirds, 
on buildings one-half of their value. On vineyards, forests, 
and other property, in so far as their value depends on the 

•See W. Christians, ZXe liypothekarischen BeUthunetgrundslttze, Berlin, 
1892 ; Heinrlcli Sclimidt, Die Iformativbestimmungen, Berlin, 1883. 
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vines and trees, can be loaned only one-third of the value. 
The Deutsche Grundschuldbank of Berlin, which makes loans 
both on Sypotheken (mortgages proper) and Grundschulden 
(mortgages under which the borrower is not personally obli- 
gated), loans on lands up to three-i]fths of the value, and up to 
three-fourths on city property. The Deutsche Hypotheken- 
bank of Berlin makes loans on city properties in Prussia up to 
ten times the official Gebaudesteuernutzungswerth (assessed 
income) and on landed estates up to either twenty-five times 
the Grundsteuerreinertrag (assessed net income), or two- 
thirds of the official provincial valuation. 

Most of the banks can loan in all of Germany. In some 
cases the mortgages are held separately, sometimes by a trus- 
tee whose legal capacity appears not to be quite settled ; but 
often they are in no way separated from the other assets of 
the bank. In many cases the paid in capital, as given above, 
does not represent the total subscribed capital. In these cases 
the shareholders are further liable to the extent of the amount 
subscribed. The large surplus which all these banks have ac- 
cumulated is virtually so much additional capital ; and, as to 
this, the usual rule is that from five to fifteen per cent, of the 
annual net earnings shall be set aside, until the surplus shall 
amount to ten, twenty, or twenty-five per cent, of the capital. 

In connection with their mortgage loan business many 
banks are transacting a small general banking business, so as 
to have a part of their funds in quicker assets than real estate 
mortgages ; and six of the banks are doing a large general 
banking business. Some banks have also issued bonds based 
on municipal and provincial loans, of which there were in 1890 
outstanding at 3^ per cent. 30,163,050 marks, and at 4 per 
cent. 1,970,800. 

Such, in general, is the business of the German mortgage 
banks. Two large ones and three peculiar ones deserve fur- 
ther mention. 

The Bayerische Hypotheken und Wechselbank was 
founded in 1835, in accordance with the law of July 1, 1834, 
and was a stock company, with a capital of 10,000,000 florins. 
This was increased in 1851 to 20,000,000 florins, and the bank 
has now a paid in capital of 32,000,000 marks. It had three 
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divisions, — a general banking department issuing notes and 
transacting a deposit and discount business, a fire and life in- 
surance department, and a mortgage loan department, which at 
first issued no bonds.* The rate charged at first for loans was 
6 per cent., besides a charge of 1 per cent, for expenses. At 
present the bank has no notes in circulation ; but the insurance 
business continues, and through its insurance agents the bank 
has been enabled to manage successfully the small country- 
properties acquired under foreclosure. It has largely been 
making loans on small country properties,! and has been of 
immense benefit to farmers. In 1847 it had outstanding 14- 
254,043 florins in 4,628 loans.J And in 1882 it had out- 
standing, in amounts of 20,000 marks and less, on 36,551 small 
properties, an aggregate amount of 96,877,699 marks, each of 
these loans averaging less than 2,500 marks ; and, in sums of 
from 10,000 to 20,000 marks, on 2,131 middle class properties, 
29,179,500 marks, each of these loans averaging less than 
15,000 marks. On 1,148 large properties had been loaned, in 
sums of from 20,000 to 500,000 marks, 54,007,500, the aver- 
age of these loans being less than 50,000 marks. 

The bank has experienced the same difficulties with this 
country loan business that have been felt by American lenders 
on such property ; namely, lack of promptness. But, as no 



*BAYEEISCHE HYPOTHBKBN UND WECHSELBANK, DECEMBER 31, 1893. 



Assets. 




Liabilities. 






Marks. 




Marks. 


Mortgages 


600,097,110 


Capital stock 


32,285,714 


Bills and notes 


27,817,097 


Deiienture bonds .... 


574,364,700 


Collateral loans 


2,968,178 


Interest on same .... 


7,135,083 


Stocks and bonds .... 


9,646,772 


Bonds drawn for redemp- 




Sundry debtors (in account 




tion 


1,820,700 


current, etc.) and banks . 


33,628,909 


Sundry creditors .... 


10,440,051 


Cash 


4,300,715 
8,827,666 


Deposits, etc 

Time deposits 


171,550 
6,593,536 


Interest on mortgages . . 


" Delcredere " account (sur- 




Acceptances 


3,274,201 


plus for unforeseen losses) 


927,667 


Main surplus 


4,000,000 


Office buildings of bank 




Special bond surplus . . . 


11,506,762 


and blanches 


2,732,927 


Real estate surplus .... 


940,055 






Pension fund for employees 


1,377,626 






Building account .... 


1,600,000 






Insurance department . . 


26,178,631 






Profit and loss 


4,754,542 




690,947,041 


690,947,041 



1 47 per cent, of its loans in 1882 were on land. Jager, vol. ii. p. 165. 
i Josseau, p. 261. 
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undue haste has been imposed upon it, no bad results have fol- 
lowed. In 1882 37 per cent, of the interest payments were 
two weeks behind, and 21 per cent, six weeks ; and in that 
year the bank held, acquired by foreclosure, city property to 
the amount of 1,324,299 marks, land for 2,318,663, and manu- 
facturing properties for 742,089 marks, or altogether a trifle 
over 1 per cent, of its outstanding loans. In 1893 the number 
of foreclosures were 345, or not quite one-half of 1 per cent.* 

The special bond surplus — which, as the balance shows, is 
rather large — has been formed by setting aside 10 per cent, of 
the gross profits of the mortgage business ; that is, the differ- 
ence between the rate of interest paid on mortgages and the 
rate paid on corresponding bonds. This accumulation was 
compulsory until the surplus so formed should amount to 5 
per cent, of the outstanding bonds. Besides this there is a 
special surplus for the insurance department, which must be 
not less than 1,000,000 florins, and the general surplus for the 
general banking and mortgage business, which must not be 
less than 1\ per cent, of the total capital stock. In case of a 
loan causing a diminution of the paid in capital or of the 
surplus of the insurance department, it is provided that all 
the earnings of the insurance department shall be devoted 
to restoring the capital and this surplus to the original and 
required amount. 

The bank makes first mortgage loans in the kingdom of 
Bavaria not to exceed half of the value of the property. No 
loans can be made on country castles or on buildings which 
cannot be rented separately from the estates to which they 
belong. The valuation of property is subject to special regu- 
lations, the present rules having been provided by law of 1875. 
The loans can be made either in cash or by handing out 
bonds to the borrowers. The bonds are partly to bearer, and 
partly registered. The amount of bonds which the bank 
might issue was formerly rather limited ; but the limit was 
widened in 1866 to twelve and one-half, and in 1885 to fifteen, 
times the capital. The bonds are redeemed by drawings at 
the rate of ^ per cent, every year, the bank having the right 
to pay up at any time at the rate of 120 per cent. 

* See Der Devtsche OekonomUt, February 24, 1894. 
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The Preussische Central Bodenkredit Gesellschaft,* like the 
great bank of Bavaria, also has made a large number of 
loans on country property. 117,000,000 marks of its loans are 
on land ; and among these are 421 of less than 4,000 marks 
each, and 704 of from 4,000 to 10,000 marks each. In its 
management this differs somewhat from the other banks. Its 
chief officers are the president and two other managing 
directors, corresponding to the standing committee of some 
large American banks, this committee being subject to the 
control of the board of directors, which consists of twenty- 
seven members and meets as often as business requires. 
Next to the standing committee the most important officers 
are three revisers, elected by the stockholders. They act for 
three years, one new reviser being elected every year, and 
examine and control the affairs of the company in the interest 
of the stockholders. And, finally, there is the government 
commissioner appointed specially for this bank, who, in the 
interest of the public, is authorized to examine loans, books, 
and balances, but whose principal function is to certify on the 
debenture bonds that the required amount of mortgages has 
been set aside to secure them. 

The Prussian Central Bodenkredit Company makes usually 
only first mortgage loans and on income properties. The 
limit for farms is two-thirds, for buildings one-half, of their 
value. The rules about the valuation of property are strict, 
so that the actual proportion loaned, according to the last 
report, was, on 115 landed estates sold in 1893, on the aver- 



* PREUSSISCHE CENTRAL BODENKREDIT-AKTIEN GESELLSCHAFT, 
DECEMBER 31, 1893. 

Assets. Liabilities. 

Marks. Marks. 

Cash 461.587 Capital stock 21,597,180 

Collateral loans 29,639 Del>enture bonds .... 372,296,200 

Mortgages 387,885,427 " Municipal " bonds . . . 29,369,500 

" Disagio " (discount on Bonds drawn for redemp- 

sales of 3J% bonds) . . . 2,396,604 tion and coupons . . . 4,676,281 

Municipal loans 33,580,299 Arrearages 4,416 

Stocks and bonds .... 6,107,661 Sundry creditors .... 28,368 

Sundry debtors (in account Deposits 338,507 

current, etc.) and banks 706,224 Surplus, No 1 756,060 

Interest advanced .... 2,217,466 Surplus, No. II 1,059,298 

Office building 1,400,000 Amortization balance . . 1,640 

Real estate 81,000 Pension fund for employees 600,000 

Profit and loss 4,139,467 



434,864,797 434,864,797 
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age 54 per cent, of the value, and on 150 city properties 50 
per cent, of the actual selling price. The loans are usually 
for a long term of years, with annual instalments of from i- 
per cent, and upwards, which are paid to the bank, and 
credited every year with compound interest to the " amorti- 
zation account " of the loan, until finally the sinking fund 
extinguishes the debt. The sinking fund is invested similarly 
to the other funds of the bank. The debenture bonds of the 
company are redeemable by having a certain amount drawn 
every year for repayment at par ; and, in addition to this, they 
can also be bought by the company on the open market. 

Such, in brief, is the business of two of the leading Ger- 
man mortgage banks. There are also three others operating 
under peculiar provisions, to which attention should also be 
called. The Frankfurter Hypotheken Kreditverein, founded 
in 1869, issues, instead of bonds, so called Hyiwthehenantheils- 
scheine (certificates of undivided ov/nership in mortgages), of 
which the bank can issue up to twenty times the amount of 
its capital. Every owner of Antheilsscheine to the amount 
of 5,000 marks can at any time have these exchanged for a 
corresponding portion of the mortgages securing them, draw- 
ing the same rate of interest as the Antheilsscheine, and for 
an amount not to exceed either the face or the market value 
of what he holds of the latter. He can then, however, not 
demand payment of these mortgages for a period of three 
years, the bank reserving the right to repurchase the mort- 
gages from him during that time. This bank Iiad in 1890 
Antheilsscheine outstanding to the amount of 40,562,500 
marks, and has been imitated by another similar, smaller 
credit bank at Frankfort. 

The National Hypotheken-Kredit-Gesellschaft, founded in 
1870, and having a capital in 1890 of 655,300 and a surplus of 
445,315 marks, is not a stock company proper, but an associa- 
tion of members with unlimited joint responsibility. Since 
1873 the borrowers from this association have been obtaining 
30 per cent, of the net earnings after 10 per cent, of these 
had first been added to the surplus and a dividend of 5 per 
cent, had been paid to the members of the association. This 
annual bonus was, from 1875 to 1879, from ^ to ^ per cent, of 
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the amount of each loan ; but since 1878 it has been lower, 
having been only from )^ to -f^ per mille. This company had 
loans outstanding in 1891 amounting to 36,725,297 marks. 
The bonus is deducted every year from the interest paid by 
the borrowers. 

The Preussisclie Hypotheken - Versicherungs - Aktiengesell- 
schaft of Berlin, dating in its present form from 1862, has a 
capital of 15,000,000 marks, of which 10,500,000 marks are paid 
in, and the balance is represented by promissory notes of the 
stockholders. This company issues two kinds of certificates : 
JTt/potheken- Antheilsscheine, each of which represents in- 
dividual first mortgages or shares in a mortgage, and which 
therefore closely resemble the guaranteed mortgages and 
mortgage participation certificates as negotiated by the Amer- 
ican loan companies. These are, however, curiously enough, 
listed on the exchanges, and have for the last ten years been 
quoted on the aver.age at rates equal to the bonds of other 
banks; namely, the 4 per cent, bonds a couple of points above, 
and the ^ per cent, bonds a couple of points below ]»ar. This 
company also issues Hypothelcen Depotscheitie, or mortgage 
deposit certificates, in exchange for mortgages deposited with 
it. These are transferable, but not listed, the companj' simply 
looking after the investment for the owner of the mortgage. 
Of the former there were in 1893 outstanding 52,371,100 
marks, of the latter 6,818,900 marks. 

I have now tried to describe the affairs of the German mort- 
gage banks, and, as will be seen from the table on p. 64, they 
were fairly profitable in 1893 ; and, while there are years 
when certain banks, owing to the peculiar provisions of their 
statutes limiting the amount of bonds they could issue, have 
found it impossible to pay any dividends, almost all the banks 
have been very profitable, the stock of every one of them 
being above par, that of the Prussian Bodenkredit Company 
being, for instance, in 1890 at 158 per cent. The dividends 
have averaged about 7 per cent. 

To the community the services of these banks have been 
as valuable as those of the credit associations. They furthei-ed 
the growth of the German cities from 1860 to 1870. And the 
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important part they play in the economic life of the country 
will be apparent, when it is stated that the principal German 
banks (9 banks of issue, 31 mortgage banks, and 93 banks of 
discount and deposit) had in 1893 liabilities as follows : — 

Sundry creditors (in account current, etc.), unpaid 

dividends, etc 1,.'544,000,000 marks 

Deposits 797,000,000 " 

Acceptances 581,000,000 " 

Notes issued 1,297,000,000 " 

Mortgage debenture bonds 4,001,000,000 " 

From the investor's point of view the freedom of these 
bonds from fluctuation * is their chief merit, in addition to their 
absolute safety. The rate of interest, 3^ or 4 per cent., is a 
little higher than that of the German government bonds, but 
not so high as the rate on many other government bonds that 
are bought and sold in Europe. But from year to year these 
bonds have not in the past fluctuated more than a couple of 
points, and those of the credit association from decade to dec- 
ade not on the average over | point. 

The mortgage banks are in certain respects preferable to 
the credit associations. The latter are well adapted for 



"BOND QUOTATIONS. 

(From W. Saling's Berliner Borsenjahrbuch up to 1891, Last Years from 
Allqemeine Zeitung.) 





Bayerische Htpotheken 

UND WECHSELBANK. 


Preussische Central Bo- 

DENKREDIT GESELLSCHAFT. 


At the End of 


4% 


35^% 


4% 


3%% 


1879 

1880 

1881 

1882 

1883 

1884 

1885 

1886 

1887 

1888 

1889 

1890 

1891 

1892 

1893 


97} 
99.6 
100.6 
lOOJ 
100.5 
lOlJ 
102.3 
100 2 
101.6 
102.1 
101.0 
100.6 
100,8 
102.5 
102.8 


%8 
99.0 
96.6 
99.2 
98 8 
95 7 
95 7 
97.7 
97 


98.0 
98| 
99.0 
99.8 
10O4 

101 3 
104.5 

102 5 
102.9 
101.3 
101.8 
102.5 
101.2 
100.7 


98.0 
96.3 
995 
98.1 
93.9 
92.8 
96.8 
95,6 
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smaller provinces and localities where the members can all 
know one another ; but, while the uncertainty as to the length 
of time it will take to redeem a loan, depending as it does on 
the general success and good management of the association, 
may lead some borrowers to prefer them because, under this 
arrangement, they will share in the profits, others would be 
afraid of having to share also eventual losses. A mortgage 
bank, on the other hand, makes with the borrower a certain, 
definite, business-like contract as to the rate of interest to be 
paid, and the length of time in which the loans shall be re- 
deemed, and has a large capital of its own which guarantees 
that it will carry out its part of the agreement. In Germany 
the bonds issued under these two different systems are of 
equally good standing, but the mortgage bank seems to be 
gaining ground. 

The German mortgage concerns have thus procured for the 
property owners long loans, to be repaid in the course of from 
thirty to fifty years. This meant a conversion of fluctuating 
into fixed capital, the money invested being used for improve- 
ments, with the understanding that it was to be repaid, not in 
one sum after the lapse of a few years, but gradually out of 
the earnings of the property itself ; and these banks have thus 
rendered the farmers of the country important services. The 
average rate of interest paid by borrowers on mortgage loans 
is stated by the various American consuls * to be as follows : — 

Berlin 3J% to 4 and even 5% 

Munich 4% to 7% 

Brunswick 3i% to ii% 

Cologne 3J% to 4% 

Crefeld 4^% 

Diisseldorf and Essen 3|% to 4^% 

Hamburg 3|% to 5% 

Gera 4% to 4i% 

Aachen 4% to 5% 

Plauen (Sax.) 3% to 4% 

Stuttgart 3i% to 4i% 

There are no exact and complete German statistics in exist- 
ence, showing the amount of mortgages of the country. In 

» United States Consular Reports, 1889, Nos. 110 and 111. 
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the United States Consular Reports of 1889 are mentioned, in 
addition to the concerns already referred to, the Prussian 
savings-banks as holding 651,000,000 marks, and the German 
life insurance companies as holding 306,000,000 marks, giving 
a total held by all these institutions of 5,889,000, marks. 
Herr Moser* in a recent speech estimates the total mortgage 
indebtedness of Prussia at from 10,500,000,000 to 11,500,000,- 
000 marks, and that of Baden at from 500,000,000 to 600,000- 
000 marks. Meintzen t in 1871 gives the figures of 7,960,- 
000,000 marks for Prussia, and estimates the average mort- 
gage indebtedness to be 39.7 per cent of the value of Prussian 
property. And Mr. Mulhall % reaches the conclusion that the 
ratio of mortgages to the value of the property is 49 per cent. 
This ratio is higher than for any other European country, as 
should be expected in the country where mortgage banking 
has reached its highest development. Without laying too 
much stress on the accuracy of these estimates, there can be 
no doubt that it is a prevailing practice in Germany to en- 
cumber property, and for a relatively high proportion of 
its value. 

While there are many causes for the rapidity with which 
Germany has risen economically, industrially, and politically, 
there can be no doubt that the excellence of the mortgage 
banking facilities is one of them. In this manner the distribu- 
tion and profitable employment of capital has been facilitated. 
It has been made possible for any one to obtain capital, even 
though the security has not been of a strictly commercial 
character ; and in this manner new enterprises have been en- 
couraged. The excellent system of mortgage banking has 
facilitated and cheapened building operations in the cities, and 
has in the country made the change from serfdom to peasant 
proprietorship easier. It has raised the level of German agri- 
culture, has procured for the farmer drainage and improved 
breeds of live stock ; and, while thus assisting the borrowers, 
it has at the same time afforded the capitalist and investors 
safe, permanent investment securities. 

* Speech in the Kammer of Baden, Frankfurter Zeitung, June 8, 1894. 

t Vol. iii. pp. 91-212. 

t Statistical Dictionary, 1886. 
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There has thus arisen in Germany, to the immense benefit 
of the borrowing public, beginning with the year 1779, a sys- 
tem of mortgage banking, partly consisting of mutual associa- 
tions fostered by the government, partly of government con- 
cerns, and partly of independent private banks subject to 
some government regulation. The system of mortgage bank- 
ing has extended until there are upwards of sixty concerns, 
among which the private joint stock banks seem to be gaining 
ground, making safe mortgage loans on income property, on 
the basis of which bonds have been issued amounting to over 
6,485,000,000 marks, this amount having been obtained from 
the public at an average rate of about 3| per cent. 

D. M. Fbedeeiksen. 
Chicago. 



